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A SUMMARY OF CENTS-LESS ACCOUNTING
By MARION E. DAVIS, District of Columbia Chapter ASWA

with no increase in staff or costs.
B.
Origin and Growth:
Cents-less accounting is not a new
technique—its origin dates back to the
nineteen-twenties. Bethlehem Steel Com
pany first employed it in 1927, and its
use eventually spread to a number of
other steel companies. Fourteen years
elapsed before it was first reported in a
national publication at the beginning of
the war, and accountants were too busy
with other things to experiment with
new and possibly troublesome systems
revisions.3. The next article appears in
1947 and many have followed since.
There is today, almost universal accept
ance of the propriety of preparing finan
cial statements with the figures stated
at the nearest dollar amount, and the
application of the method to the account
ing records themselves is gaining in use
and popularity.

DEFINITION
Cents-less accounting has been defined as
a technique applied to general accounting
procedures through which the last two
digits of dollar and cents amounts are
eliminated and amounts are recorded in
whole dollars.
Simply stated:
“It means keeping the records within
acceptable tolerances of exactness—zero
tolerance in the case of the outside accounts
having to do with taking in or paying out
of cash—something more than zero toler
ance for the inside accounts.”1
Many users of the system term it as “a
common-sense approach to bookkeeping.”
I.

II. EXPLANATION
A.
Purpose:
History tells us that Aristotle, the
Greek philosopher, died in the year 322
B. C. He is supposed to have said:
“It is the mark of an educated intellect
to seek only so much exactness as may
be required by the nature of the subject
matter, and the purpose to which it is
to be put.”
Mr. L. F. Adams, auditor of Dravo
Corporation, states:
“Cents-less accounting is a very prac
tical device for reducing the cost of ac
counting for the income and outgo of
our business without sacrificing substan
tial accuracy or violating any basic prin
ciples of accounting.”2
Certainly, the penny as such, plays no
important part in the life of today’s
business executive. Accounting records
are designed and maintained to produce
financial statements, reports and informa
tion to enable management to manage
the company. Pennies in these records
serve no useful purpose if we have assur
ance that the accounts provide informa
tion sufficiently exact to operate the busi
ness.
Penny elimination is a tool worthy of
consideration by the accounting depart
ment that is asked to pare the costs of
running the department, or to provide an
increasing number of managerial reports
1R. H. Birkhold, “Cents-Less
Auditor, (June, 1953), 74.
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III. GENERAL APPLICATION
In establishing the rules to follow, the
principle of “offset” has been put to
work:
Amounts of 51¢ and over are rounded
upward.
Amounts of 49¢ and under are rounded
downward.
Amounts of 50¢ are stated to the near
est even dollar.
Cents cannot be eliminated in transactions
with outsiders—the accounts reflecting
cash, accounts receivable and accounts
payable. The remaining accounts, how
ever, make up a large portion of the total
volume of transactions usually handled.
These include income, expenses, cost rec
ords, inventories, fixed assets, invest
ments, deferred charges and accrued ac
counts.
To reconcile the conflict between the
need to record cash and external debt to
the nearest cent and the desire to drop
pennies from all other accounts, a penny
elimination account is used.4
The principal sources or accounts in
which cents elimination first appear are
payrolls, invoices covering materials or
services purchased, billings for materials
or services rendered, and any other cash
disbursements or receipts. Simple illus

Internal

2L. F. Adams, “Cents-Less Accounting,” Techniques of Con
trollership, (December, 1951), 19-31.

3Birkhold, “Cents-Less Accounting,” p. 72-78.
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required in posting and adding will be
reduced about 40% in typical transac
tions in which the figure contains five
digits of which two are eliminated.
Mr. E. C. Jordan, manager of the
Milwaukee office of Arthur Young & Co.,
has reported on a test conducted by a
nationally known corporation.4
5
A listing of several sheets of inven
tory usage charges (with pennies), con
taining individual account accumula
tions and totals, were selected. A clerk
was timed in posting and proving the
totals, (a) with pennies exactly as list
ed, and (b) in closest dollar amounts
from the list of exact figures. A com
parison of elapsed time in minutes show
ed the following:
With
Without
pennies pennies Saving
Posting
30
43%
17
9
60%
Checking totals
22
52
26
50%

trations of these transactions follow:
Debit—Payroll expense 105
Debit—Penny elimination .25
Credit—Payroll liabilities
19.93
Credit—Cash
85.32
(To record weekly salary of $105.25
paid to J. Lowe)
Debit—Purchases
1,226
Credit—Accounts payable 1,225.50
Credit—Penny elimination
.50
(To record $1,225.50 purchase of mater
ial from the Bates Company)
Debit—Accounts pay
able
1,225.50
Credit—Cash
1,225.50
(To record payment to Bates Company)
Debit—Accounts re
ceivable
24.95
Debit—Penny elimina
tion
.05
Credit—Sales
25
(To record $24.95 sale to L. Dowd Com
pany)

The savings in posting are in ratio to
the reduced manual work. Checking to
tals resulted in a greater than propor
tional saving, which may be partially
explained by the fact that the clerk
could operate a machine by touch for
three digits, but for five digits had to
look at the keyboard. Another factor is
that the memory necessary in transfer
ring amounts to the machine is consid
erably less for the smaller figures. Other
tests have indicated that the total ma
chine time for cost and expense distribu
tions have been cut 15%.

Debit—Cash
24.95
Credit—Accounts receivable 24.95
(To record payment by L. Dowd Com
pany)
Adoption of this method allows the ba
sic elements of cost, such as labor, ma
terial, operating supplies and expenses,
often accumulated and distributed, to be
handled as whole dollar amounts. Oper
ating statements and internal reports and
analyses are prepared directly from the
records without pennies.

Reduction of Errors:
Excessive speed and work pressure
can result in an abnormal incidence of
errors. Penny elimination can ease the
work pressure with a resultant decrease
in errors, and also lessen the opportuni
ties for errors. This benefit will carry
through the initial recording of trans
actions, and carry through to all sub
sequent usages made of financial infor
mation.
Mr. Jordan, in his case study, illustrates the following examples:
1.
2.
3.
4.
$ 805.81
805.81
806
806
4.29
4.29
4
4
20.36
20.36
20
20
$ 829.46
820
830.36
829

C.

IV. ADVANTAGES
A.
Cost Savings:
Savings in cost result primarily from
the reduction in over-all time required
in handling an accounting transaction
and the repeated use of this same in
formation for reports and analyses.
Dravo Corporation, in a comparison of
the costs of its Accounting Department
for the installation year 1949 with 1950,
showed a reduction of 16% in number
of clerical employees, and of 9.4% in
total accounting salaries. Savings may
also be accomplished in reduced print
ing costs.

B.

Time Savings:
It is to be anticipated that the time

4Raymond J. Barber, Jr., “Does Your Accounting
Cents?” N.A.C.A. Bulletin, (September, 1947), 26-35.

Make

5E. C. Jordan, “Penny Elimination in Accounting Records—
A Case Report,” Costs and Management, (January, 1952), 13-18.
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to keep the differences within acceptable
tolerances. Obviously, this additional con
trol should not result in more work than
is saved through the penny elimination.

In the first example, the $1 footing er
ror is noticeable, but well camouflaged
by the pennies. In the second, the 10¢
error is even less obvious. Neither is
likely to be picked up without columnar
addition. In contrast, the $1 and $10 er
rors in columns three and four are ob
vious at a glance; no opportunity exists
for errors in pennies. Another facet of
time reduction is that less time is spent
in locating those errors that are made.
D. Improved Appearance and Readabil
ity of Reports:
Financial statements and reports pre
pared without the pennies present a
more logical and finished appearance.
The reduction in the size of such re
ports, and the gain in clarity and read
ability is an invitation to those for
whom they were prepared to give them
the attention they deserve.6
Operating figures are usually evaluated
primarily by reference to the adjacent
budget column in which figures are stated
in even hundreds of dollars. The “squeez
ing” of large figures into columnar forms
can be dispensed with.
Because of the time saved in printing
or typing, some firms have been able to
render reports to management much ear
lier in the month and in more detail than
before.

B. Inaccurate Accounting:
There are those that believe the differ
ences will accumulate into distortions.
This may be quite true in cases where
this technique is not applicable. For ex
ample, in supplies accounts having a large
volume of transactions of less than $1 the
system would not be practicable. How
ever, when applied to accounts where a
small margin of difference is acceptable,
the difference is so nearly compensating
as to be inconsequential.
Mr. Adams of Dravo Corporation re
ports on a $115 million worth of transac
tions in a year’s time, there was an accu
mulated variance of $306.32. On a simi
lar volume the net variance of another
company was less than $100 after a year’s
operation.
Cents-less accounting implies full use
of the principle of offset—pennies are
rounded, not dropped.

C. Employee Training:
One of the problems involved in the
adoption of a major change in procedure
is the installation of the new system and
the training program that must be car
ried out. It is also true that during this
transition period, a few “bugs” usually
turn up that call for certain changes or
modifications of the original idea. How
ever, this is essentially a problem of su
pervision and should be met as such. The
installation could be designed on a pro
gressive basis, by selecting the least com
plicated phase of the accounting proce
dure to begin with. Thereafter, it could
be expanded into the other operations as
fast as it seems proper. In comparison
with other system revisions, cents-less
accounting is easy to install.
Cents-less accounting is a catch-phrase
which expresses the skepticism which at
first greets the proposal to eliminate pen
nies from the books and records. It re
flects the first reaction of most account
ants towards any proposed deviation from
meticulous accuracy. There is a certain
mechanical satisfaction in seeing two or
more series of numbers tie in right to the
penny. But like many another indulgence
or hobby, it should not be allowed to
interfere with our work. In far too many
cases it does just that—frequently to our
professional discredit.

E. Morale:
Handling pennies — and especially
searching for trivial errors in the cents
column—can make bookkeeping a pretty
routine task. Without the pennies, the
same job can assume greater importance
and result in a better quality of work.
All these advantages should carry
through to the preparation of tax returns
and to the work of the internal auditor
or public accountant who examines the
accounts. It seems safe to say that the
work should be easier and accomplished
in less time.

V. DISADVANTAGES
A.
Loss of Control:
This objection is probably the one most
frequently voiced. Penny elimination is
a distinct departure from the time-hon
ored concept of double-entry bookkeeping
that every entry must be balanced out to
the penny. An additional control is nec
essary if this method is used—a control
6F. A. Shick, “The Elimination of Cents from Accounting
Records,’’ The Journal of Accountancy, (November, 1941),
400-403.
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